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3230.0.10.5 Compliance
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3230.4 Private-Placement and Riskless-Principal Activities

3230.4.1 Engaging in Commercial-Paper Placement Activities
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3230.4.2 Acting as Agent in the Private Placement of All
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3230.4.3 Incorporation of Private-Placement Nonbanking
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3230.6 Acting as a Conduit in Securities Borrowing and Lending

3240.0 Section 4(c)(8) of the BHC Act—Underwriting and
Dealing in U.S. Government Obligations, Municipal
Securities, and Money Market Instruments
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Dealing in Government Obligations and Money
Market Instruments
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Regulation Y
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3240.0.4 Dealer Activities
3240.0.5 Government and Municipal Securities
3240.0.6 U.S. Government Securities Trading
3240.0.6.1 ‘‘When-Issued’’ Trading
3240.0.6.2 Due Bills
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3240.0.6.4 Short Sales
3240.0.6.5 Arbitrage
3240.0.7 Money Market Trading
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3240.0.7.2 Certificates of Deposit
3240.0.8 Repurchase Agreements and Securities Lending
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3240.0.10 Scope of the Inspection
3240.0.11 Inspection Objectives
3240.0.12 Inspection Procedures
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3240.0.14 Laws, Regulations, Interpretations, and Orders
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3250.0.2 Evaluation of FCM Risk Management
3250.0.2.1 Board and Senior Management Oversight
3250.0.2.2 Policies, Procedures, and Limits
3250.0.2.3 Risk Measurement, Monitoring, and Reporting
3250.0.2.4 Internal Controls
3250.0.3 Futures Exchanges, Clearinghouses, and FCMs
3250.0.4 Commodity Exchange Act, Commodity Futures Trading

Commission, and Self-Regulatory Organizations
3250.0.5 Federal Reserve Regulation of FCMs and CTAs
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3250.0.6 Participation in Foreign Markets
3250.0.7 Specific Risks and Their Risk-Management

Considerations
3250.0.7.1 Credit Risk
3250.0.7.1.1 Customer-Credit Risk
3250.0.7.1.2 Customer-Financing Risk
3250.0.7.1.3 Clearing-Only Risk
3250.0.7.1.4 Carrying-Broker Risk
3250.0.7.1.5 Executing-FCM Risk
3250.0.7.1.6 Pit-Broker Risk
3250.0.7.1.7 Clearinghouse Risk
3250.0.7.1.8 Guarantees
3250.0.7.2 Market Risk
3250.0.7.3 Liquidity Risk
3250.0.7.4 Reputation Risk
3250.0.7.4.1 Commodity Trading Adviser
3250.0.7.5 Operations Risk, Internal Controls, Internal Audits,

and Compliance
3250.0.7.5.1 Operations Risk
3250.0.7.5.2 Internal Controls
3250.0.7.6 Internal Audits and Their Review
3250.0.8 Inspection Guidance
3250.0.9 Inspection Objectives
3250.0.10 FCM Inspection Procedures
3250.0.11 FCM Supplemental Checklist Questionnaire
3250.0.12 Laws, Regulations, Interpretations, and Orders

3251.0 Futures Commission Merchants Board Orders

3251.0.1 FCM Brokerage of Futures Contracts on a Municipal
Bond Index

3251.0.2 FCM Brokerage of Certain Futures Contracts on
Stock Indexes Including Options

3251.0.3 Limited FCM Clearing-Only and Executing-Only Trades
3251.0.4 FCM Clearing Transactions by Preapproved Execution

Groups
3251.0.5 FCM—Executing and Clearing, and Clearing Without

Executing, Futures and Options on Futures on
Nonfinancial Commodities

3251.0.5.1 BHC’s Execution and Clearance of Futures and Options
on Futures on Nonfinancial Commodities

3251.0.5.2 FCM’s Execution and Clearance of Futures and Options
on Futures on Nonfinancial Commodities

3251.0.6 FCM and Related Advisory Services for Options on
Eurotop 100 Index Futures and the One-Month Canadian
Banker’s Acceptance Futures

3251.0.7 FCM Trading for Its Own Account in Futures, Options,
and Options on Futures Contracts Based on Certificates
of Deposit or Other Money Market Instruments

3251.0.8 FCM Engaging in Commodity and Index Swap
Transactions as an Originator, Principal, Agent,
Broker, or Advisor
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3251.0.9 FCM Trading in Futures, Options, and Options on Futures
Contracts Based on Commodities or on Stock, Bond,
or Commodity Indices for Its Own Account

3251.0.10 Appendix A—Previous Prior-Approval Requirements for
Bank Holding Companies Proposing to Engage in
FCM Activities

3251.0.11 Providing Discretionary Portfolio Management Services
on Futures and Options on Futures on Financial
Commodities

3251.0.12 FCM Execution, Clearance, and Advisory Services for
Contracts on Financial and Nonfinancial Commodities
for Noninstitutional Customers

3251.0.12.1 Providing FCM Services to Certain Sophisticated
Noninstitutional Customers

3251.0.12.2 Foreign-Exchange Activities
3251.0.12.3 Board’s Decision on the Proposed FCM Activities
3251.0.13 FCM Serving as a Primary Clearing Firm for a Limited

Number of Floor Traders and Brokerage Services for
Forward Contracts on Financial and Nonfinancial
Commodities

3251.0.13.1 Primary Clearing Firm for a Limited Number of
Professional Floor Traders

3251.0.13.2 Brokerage Services with Respect to Forward Contracts
Based on Certain Financial and Nonfinancial
Commodities

3251.0.13.3 Conclusion

3255.0 Agency Transactional Services—Other Transactional
Services

3255.0.1 Brokering Options on Securities Issued or
Guaranteed by the U.S. Government and Its
Agencies and Options on U.S. and Foreign
Money-Market Instruments

3255.0.2 Brokering Options in Foreign Currency on Exchanges
Regulated by the SEC

3255.0.3 Executing and Clearing CFTC-Regulated Options on
Bullion and Foreign Exchange on Authorized
Commodity Exchanges

3260.0 Investment Transactions as Principal—Investing and
Trading Activities

3260.0.1 Underwriting and Dealing in Government Obligations
and Money Market Instruments

3260.0.2 Foreign Exchange
3260.0.3 Engaging as Principal in Bank-Eligible Derivatives

Involving Financial and Nonfinancial Assets or Groups
of Assets

3260.0.3.1 Trading for a Company’s Own Account in Futures,
Options, and Options on Futures Based on U.S.
Government Securities and Certain Money Market
Instruments
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3260.0.3.2 Dealing as a Registered Options Trader on Foreign-
Exchange Options

3260.0.3.3 Acting as a Specialist in Options on Foreign Exchange
3260.0.3.4 Acting as a Dealer, Broker with Respect to Interest

Rate and Currency Swaps and Related Transactions
3260.0.3.5 Currency Swaps for Hedging the BHC’s Own Position

in Foreign Currency
3260.0.3.6 Dealing in Gold, Silver, Platinum, and Palladium Bullion

and Coins

3270.0 Section 4(c)(8) of the BHC Act—Real Estate and
Personal Property Appraising

3270.0.1 Scope of Inspection
3270.0.2 Appraisal Standards for Federally Related

Transactions
3270.0.3 Appraiser’s Qualifications
3270.0.4 Key Components of a Personal Property Appraisal

Report
3270.0.5 Appraisal of Construction and Construction Analysis

Services
3270.0.6 Inspection Objectives
3270.0.7 Inspection Procedures
3270.0.8 Laws, Regulations, Interpretations, and Orders

3320.0 Section 4(c)(8) of the BHC Act—Check-Guaranty
and Check-Verification Services

3320.0.1 Inspection Objectives
3320.0.2 Inspection Procedures
3320.0.3 Laws, Regulations, Interpretations, and Orders

3330.0 Section 4(c)(8) of the BHC Act—Operating a
Collection Agency

3330.0.1 Inspection Objectives
3330.0.2 Inspection Procedures
3330.0.3 Laws, Regulations, Interpretations, and Orders
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3340.0 Section 4(c)(8) of the BHC Act—Operating a Credit
Bureau

3340.0.1 Inspection Objectives
3340.0.2 Inspection Procedures
3340.0.3 Laws, Regulations, Interpretations, and Orders

3500.0 Tie-In Considerations of the BHC Act

3500.0.1 Anti-Tying Restrictions and Other Provisions
3500.0.1.1 Section 106 Statutory Exceptions
3500.0.2 Anti-Tying Regulatory Exceptions
3500.0.2.1 Traditional Bank Product Exception
3500.0.2.2 Safe Harbor for Combined-Balance Discounts
3500.0.2.3 Safe Harbor for Foreign Transactions
3500.0.3 Applicability of Anti-Tying Exceptions to Entities

Other Than Banks
3500.0.4 Tie-In Arrangements Relating to Nonbank Banks
3500.0.5 Voluntary Versus Involuntary Tie-In Arrangements
3500.0.6 Inspection Objectives
3500.0.7 Inspection Procedures
3500.0.8 Inspection Checklist for Compliance with the

Tie-In Arrangement Prohibitions

3510.0 Sections 4(c)(9) and 2(h) of the BHC Act—
Nonbanking Activities of Foreign Banking
Organizations

3510.0.1 Regulation K
3510.0.2 Nonbanking Exemptions from the BHC Act

for QFBOs under Sections 4(c)(9) and 2(h)
3510.0.2.1 Section 4(c)(9) of the BHC Act
3510.0.2.2 Section 2(h) of the BHC Act
3510.0.3 Grandfather Rights
3510.0.4 Laws, Regulations, Interpretations, and Orders

3520.0 Section 4(c)(10) of the BHC Act—Grandfather
Exemption from Section 4 for BHCs Which
Are Banks

3530.0 Section 4(c)(11) of the BHC Act—Authorization for
BHCs to Reorganize Share Ownership Held on the
Basis of Any Section 4 Exemption

3540.0 Section 4(c)(12) of the BHC Act—Ten-Year
Exemption from Section 4 of the BHC Act

3540.0.1 Laws, Regulations, Interpretations, and Orders
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3550.0 Section 4(c)(13) of the BHC Act—International
Activities of Domestic Bank Holding Companies

3550.0.1 Investments by Bank Holding Companies, Edge
Corporations, and Member Banks in Foreign
Companies

3550.0.2 Laws, Regulations, Interpretations, and Orders

3560.0 Section 4(c)(14) of the BHC Act—Export Trading
Companies

3560.0.1 Inspection Procedures
3560.0.1.1 Export Trading Company Questionnaire

3600.0 Permissible Activities by Board Order

3600.0.1 Inspection Objective
3600.0.2 Inspection Procedures

3600.1 Operating a ‘‘Pool Reserve Plan’’

3600.2–
3600.4

Reserved for future use

3600.5 Engaging in Nonbank Activities via Foreign Branches

3600.5.1 New York Investment Company
3600.5.2 Engaging in Banking Activities through Foreign

Branches of a Nonbank Company

3600.6 Operating a Securities Exchange

3600.7 Acting as a Certification Authority for Digital Signatures

3600.8 Private Limited Investment Partnership

3600.9–
3600.12

Reserved for future use

3600.13 FCM Activities

3600.13.1 Serving as, and Controlling a Private Limited Partnership
as, a Commodity Pool Operator

3600.14–
3600.16

Reserved for future use

3600.17 Insurance Activities

3600.17.1 Engaging in Title Insurance Agency Activities
Pursuant to Regulation Y
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3600.18–
3600.20

Reserved for future use

3600.21 Underwriting and Dealing

3600.21.1 Underwriting and Dealing in Commercial Paper to a
Limited Extent

3600.21.2 Engage in Underwriting and Dealing, to a Limited
Extent, in Municipal Revenue Bonds, Mortgage-
Related Securities, and Commercial Paper

3600.21.3 Engage in Limited Underwriting and Dealing in
Consumer-Receivable-Related Securities

3600.21.4 Limited Underwriting and Dealing in Debt and Equity
Securities

3600.21.5 Acting as a Dealer-Manager in Connection with
Cash-Tender and Exchange-Offer Transactions

3600.21.6 Underwriting ‘‘Private Ownership’’ Industrial
Development Bonds

3600.22 Reserved for future use

3600.23 Issuance and Sale of Mortgage-Backed Securities
Guaranteed by GNMA

3600.24 Sales Tax Refund Agent and Cashing U.S. Dollar
Payroll Checks

3600.24.1 Acting as a Sales Tax Refund Agent for the
State of Louisiana

3600.24.2 Cashing U.S. Dollar Payroll Checks Drawn on
Unaffiliated Banks

3600.25 Providing Government Services

3600.26 Real Estate Settlement through a Permissible Title
Insurance Agency

3600.27 Providing Administrative and Certain Other Services
to Mutual Funds

3600.27.1 Glass-Steagall Act Issues in Providing Administrative
Services

3600.27.2 Permissibility of Proposed Administrative Services
Activities

3600.27.3 Board’s Conclusion on Providing Administrative Services

3600.28 Developing Broader Marketing Plans and Advertising
and Sales Literature for Mutual Funds

3600.28.1 Control Considerations Involving Promotional
and Marketing Activities

3600.28.2 Management Interlock Control Considerations

3600.29 Providing Employment Histories to Third Parties
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3600.29.1 Credit-Related Employment Histories
3600.29.2 Non-Credit-Related Employment Histories

3600.30 Real Estate Title Abstracting

3700.0 Impermissible Activities

3700.1 Land Investment and Development

3700.2 Insurance Activities

3700.2.1 Premium Funding
3700.2.2 Life Insurance Underwriting
3700.2.3 Sale of Level-Term Life Insurance
3700.2.4 Underwriting Real Estate Mortgage Guarantee

Insurance
3700.2.5 Underwriting Property and Casualty Insurance
3700.2.6 Title Insurance

3700.3 Real Estate Brokerage and Syndication

3700.3.1 Brokerage
3700.3.2 Syndication

3700.4 General Management Consulting

3700.5 Property Management

3700.6 Travel Agencies

3700.7 Providing Credit Ratings on Bonds, Preferred Stock,
and Commercial Paper

3700.8 Acting as a Specialist in Foreign-Currency Options on
a Securities Exchange

3700.9 Design and Assembly of Hardware for the Processing
or Transmission of Banking and Economic Data

3700.10 Armored Car Services

3700.11 Computer Output Microfilm Service

3700.12 Clearing Securities Options and Other Financial
Instruments for the Accounts of Professional
Floor Traders

3900.0 Section 4(k) of the BHC Act—Financial Holding
Companies

3901.0 U.S. Bank Holding Companies Operating as Financial
Holding Companies

3901.0.1 Supervisory Concerns
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3901.0.2 Laws, Regulations, Interpretations, and Orders

3903.0 Foreign Banks Operating as Financial Holding Companies

3903.0.1 Financial Holding Company Qualification Requirements
3903.0.2 Foreign Bank Fails to Continue Meeting FHC

Capital and Management Requirements
3903.0.3 An Insured Branch Fails to Maintain a Satisfactory

or Better CRA Rating
3903.0.4 Laws, Regulations, Interpretations, and Orders

3905.0 Permissible Activities for FHCs

3905.0.1 Activities That Are Permissible for FHCs Under
Section 225.86(a) of Regulation Y

3905.0.2 Securities Underwriting, Dealing, and Market-Making
Activities

3505.0.3 Laws, Regulations, Interpretations, and Orders
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Introduction to Nonbank Activities
Section 3000.0

The Bank Holding Company Act of 1956 was
enacted to limit the expansion of banking insti-
tutions into nonbanking activities. A bank hold-
ing company was defined in the 1956 act as an
entity that owned or controlled 25 percent or
more of the voting shares of two or more banks;
companies owning only one bank were exempted
from regulation under the act.

During the 1960s there was a dramatic growth
in the number of commercial enterprises that
purchased one bank, engaged in nonbanking
activities, and remained exempt from regula-
tion. As a result of this change in the structure
of bank ownership, Congress enacted the Bank
Holding Company Act Amendments of 1970.
Of these amendments, the most significant is the
extension of the act to cover one-bank holding
companies. The Federal Reserve Board was
granted the authority to regulate the expansion
of one-bank holding companies.

In 1978, Congress passed the International
Banking Act. Section 8 of this act expanded the
nonbanking prohibitions of the Bank Holding
Company Act to foreign banks that engage in
the business of banking in the United States
directly through a branch or agency or indirectly
through a subsidiary commercial lending com-
pany. This expanded the nonbanking restrictions
beyond simply covering foreign banks that own
or control U.S. banks or bank holding compa-
nies. However, section 2(h) of the BHC Act
provides foreign organizations that are princi-
pally engaged in the business of banking outside
the United States with exemptions from the
nonbanking prohibitions of the BHC Act. Fur-
ther exemptions have been granted by the Board’s
discretionary authority under section 4(c)(9)
when such exemptions were in the public inter-
est and were consistent with the purposes of the
BHC Act.

Under section 4(c) of the BHC Act, Congress
exempted a limited number of investments from
the general prohibition against owning or con-
trolling shares of nonbank concerns. Section
4(c)(8) permits investment in ‘‘shares of any
company the activities of which the Board
after due notice and opportunity for hearing
has determined by regulation to be so closely
related to banking or managing or controlling
banks as to be a proper incident thereto.’’ The
act also provides that any bank holding com-
pany may apply to the Board for permission
to engage in an activity that has not yet been
determined to be permissible if the applicant
is of the opinion that the activity in its par-
ticular circumstances is closely related to bank-

ing or managing or controlling banks. Section
225.25(b) of the Board’s Regulation Y lists
permissible nonbanking activities that the Board
has deemed to meet these criteria (see appen-
dix 1 of this section). The list of permissible
nonbanking activities has been expanded at
various times.

The Board has also permitted by order, on an
individual basis, certain activities that it consid-
ers to be closely related to banking under sec-
tion 4(c)(8) of the act, but in doing so the Board
did not expand the list of permissible activities
under section 225.25(b) of Regulation Y. For a
list of such activities, see appendix 2 of this
section.

In determining whether the performance of a
nonbank activity by a bank holding company or
the acquisition of a nonbank firm by a bank
holding company is a proper incident to bank-
ing, the Board applies a ‘‘public interest test.’’
The Board determines whether the proposed
new activity or proposed acquisition ‘‘can rea-
sonably be expected to produce benefits to the
public, such as greater convenience, increased
competition, or gains in efficiency, that out-
weigh possible adverse effects, such as undue
concentration of resources, decreased or unfair
competition, conflicts of interest, or unsound
banking practices.’’

An interpretation of Regulation Y (12 C.F.R.
225.126) dated April 28, 1972, and amended
September 20, 1972, listed activities that the
Board determined do not satisfy the ‘‘so closely
related’’ test under section 4(c)(8). The Board
subsequently determined that a number of other
activities do not satisfy the closely related test.
For a complete list of these impermissible
activities, see appendix 3 of this section, and for
a brief description of a selected number of the
activities denied by the Board, see section 3700.0
et seq.

As the primary regulator for bank holding
companies and their directly held nonbank sub-
sidiaries, the Federal Reserve System conducts
inspections of their operations, financial condi-
tion, and compliance with appropriate banking
and other related statutes and regulations. Inspec-
tion personnel are called upon to evaluate the
current condition of the organization as well as
its future prospects.

On August 10, 1987, the Competitive Equal-
ity Banking Act of 1987 was signed into law.
The act redefined the definition of ‘‘bank’’ in
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section 2 of the BHC Act so that an FDIC-
insured institution is deemed a bank.

State-authorized activities of savings banks.
A special rule was established for qualified
savings banks (state-chartered, FDIC-insured
institutions organized before March 5, 1987)
that are subject to the BHC Act (see section
2090.7). In accordance with section 3 of the
BHC Act, a qualified savings bank may engage
in any nonbanking activity, except insurance
activities, either directly or through a subsidiary,
that it is permitted to conduct directly as a
state-chartered savings bank, even if those
activities are not otherwise permissible for bank
holding companies. In order to engage in those
activities, however, a qualified savings bank
must remain a savings bank, and a subsidiary of
a savings bank holding company (a company
that controls one or more qualified savings
banks whose total aggregate assets, upon forma-
tion and at all times thereafter, constitute at
least 70 percent of the assets of the holding
company).

With respect to insurance activities, qualified
savings banks may engage in underwriting and
selling savings bank life insurance if the savings
bank is located in Connecticut, Massachusetts,
or New York and if certain other conditions are
met.

BHCs engaging in nonbanking activities in
foreign countries.A bank holding company has
greater leeway to perform nonbanking activities
abroad than in the United States in that it may
engage in nonbanking activities abroad that
would not be permissible in the United States.
However, activities abroad are subject to limita-
tions. Section 211.5 of Regulation K requires a
bank holding company to limit its direct and
indirect activities abroad to those usual in con-
nection with banking and financial activities and
to necessary related activities. Section 211.5
also lists particular activities that are permis-
sible abroad and provides rules regarding when
a bank holding company must submit an appli-
cation to engage in such activities directly or
through investments.

Edge Act or agreement corporations.A bank
holding company may own an Edge or agree-
ment corporation. The Federal Reserve Act and
Regulation K govern the permissible activities
of Edge or agreement corporations. An Edge or
agreement corporation is an international bank-
ing vehicle that may only engage in listed or
approved activities that are incidental to interna-
tional or foreign business. The restriction gener-

ally permits an Edge or agreement corporation
to only engage in international banking or finan-
cial activities (see 12 C.F.R. 211.4(e)). A sepa-
rate manual,Guidelines and Instructions for
Examination of Edge Corporations, sets forth
the rules and procedures for examining Edge or
agreement corporations and for determining
whether their activities are permissible.

Companies that only own an Edge Act or
agreement corporation. Any company, other
than a bank, that acquired an Edge Act or agree-
ment corporation after March 5, 1987, must
conform its activities to section 4 of the BHC
Act.

Underwriting and dealing in debt and equity
securities. Beginning in January 1989, certain
section 20 nonbanking subsidiaries of bank hold-
ing companies were approved to underwrite and
deal in debt or equity securities (excluding
open-end investment companies) (see 1989 FRB
192). The Board required, and delayed com-
mencement of the activity, until it was deter-
mined by the Board that each applicant had
established the necessary managerial and opera-
tional infrastructure to commence the expanded
underwriting and dealing activity and to comply
with their Board order. The applicant’s capital
plan had to be determined to be adequate along
with thenecessarypoliciesandproceduresneeded
to comply with the Board’s order. The Board’s
order requires that loans to, and capital invest-
ments in, the underwriting subsidiary be deducted
from the bank holding company’s capital, as
provided for in the Board’s capital adequacy
guidelines. The Board further confirmed that the
activities could not be conducted in any other
subsidiary other than the Board-approved sec-
tion 20 subsidiary. (See section 3600.21.4.)

As for underwriting and dealing in equity
securities, the Board stated in the order that it
would review within a year whether the appli-
cants could commence the activity. The first
Board authorization to commence underwriting
and dealing in equity securities was given on
September 20, 1990, subject to the bank holding
company’s commitments within its respective
Board order, including its commitment to main-
tain the capital of its section 20 subsidiary at
levels necessary to support its activities and
commensurate with industry standards, and that
it will accordingly increase the capital of the
section 20 subsidiary as it grows.

Modifications to the Board’s orders authoriz-
ing BHC subsidiaries to underwrite and deal in
bank-ineligible securities consistent with sec-
tion 20 of the Glass-Steagall Act. The Board
announced its approval of modifications to its
previous section 20 authorizations by order, on
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September 21, 1989 (1989 FRB 751). The modi-
fications (1) raised from 5 percent to 10 percent
(currently 25 percent) the revenue limit on the
amount of total revenues a section 20 subsidiary
may derive from bank-ineligible securities under-
writing and dealing activities, and (2) permit the
underwriting and dealing in securities of affili-
ates, consistent with section 20 of the Glass-
Steagall Act, if the securities are rated by an
unaffiliated, nationally recognized statistical rat-
ing organization, or are issued or guaranteed
by the Federal National Mortgage Association
(FannieMae), the Federal Home Loan Mortgage
Corporation (FHLMC), or the Government
National Mortgage Association (GNMA), or
represent interests in such obligations.

Acting as agent in the private placement of
all types of securities and acting as riskless
principal in buying and selling securities. In
another Board order, the Board authorized a
bank holding company to transfer its private-
placement activities from its commercial bank
subsidiary to its section 20 subsidiary. The sec-
tion 20 subsidiary would act as agent in the
private placement of all types of securities,
including the provision of related advisory ser-
vices, and to buy all types of securities on the
order of investors as a ‘‘riskless principal.’’ The
Board concluded that the section 20 subsidiary’s
private placement of debt and equity securities
within the limits proposed did not involve the
underwriting or public sale of securities for the
purposes of section 20 of the Glass-Steagall
Act, and that the revenues derived therefrom
should not be subject to the 25 percent revenue
limitation placed on bank-ineligible securities
activities. (See section 3230.4.)

Foreign banks authorized to operate section
20 subsidiaries to underwrite and deal in corpo-
rate debt, commercial paper, and other securities.
In a Board order (1990 FRB 158), the Board
authorized a foreign bank to operate a section
20 subsidiary under the bank to underwrite and
deal in these securities (securities issued by
open-end investmentcompaniesarenot included).
The foreign bank operated outside the United
States but owned a subsidiary bank in the United
States. To achieve equality between the domes-
tic and foreign banking operations in the United
States and in an effort to negate any advantages
that a foreign bank might have over a domestic
bank, the Board considered the foreign bank as
a bank holding company even though the bank
is not a subsidiary under a bank holding com-
pany structure. In so doing, the Board imposed
restrictions on the section 20 subsidiary. The
foreign bank may fund the section 20 subsidi-
ary, but that action requires prior Board approval.

In addition, the section 20 subsidiary may not
borrow from its parent bank. Any loans to,
transfers of assets to, or investments in the sec-
tion 20 subsidiary must also have Board approval.
See 1990 FRB 158, 455, 554, 568, 573, 652,
and 683.

Financial Institutions Reform, Recovery, and
Enforcement Act of 1989 (FIRREA). This act
became law on August 9, 1989. The law revised
section 4(c)(8) of the BHC Act and authorized
the Board to approve applications from bank
holding companies for the acquisitions of sav-
ings associations. The Board thus revised sec-
tion 225.25(b)(9) of Regulation Y to include as
a permissible nonbanking activity the owning,
controlling, or operating of a savings associa-
tion, if the savings association engages only in
deposit taking, lending, and other activities per-
missible for bank holding companies. The legis-
lation required the Board to remove tandem
restrictions of previous Board orders that are
not prohibited by FIRREA and to confine, in
approving applications, limitations on transac-
tions between the savings association and its
bank holding company affiliates to those required
by sections 23A and 23B of the Federal Reserve
Act. FIRREA made sections 23A and 23B
applicable to savings associations as though
they were member banks. Two exceptions
apply: (1) no extensions of credit may be granted
by a savings association to an affiliate unless it
is engaged only in activities permissible for
bank holding companies in the BHC Act, and
(2) savings associations may not purchase or
invest in securities of an affiliate other than
shares of a subsidiary. The legislation also pro-
vided for a ‘‘sister bank’’ exemption from the
provisions of sections 23A and 23B of the Fed-
eral Reserve Act. (See sections 2020.8 and
2090.8.1.)

1992 revisions to the Regulation Y (section
225.25(b)) list of nonbanking activities—the
‘‘laundry list.’’ During 1992, the Board initiated
several actions that affected certain nonbanking
activities. The first action, effective May 18,
1992, amended section 225.25(b)(5) of Regula-
tion Y with regard to tangible personal property
leases. Subject to the stated limitations, a bank
holding company can rely on estimated residual
values of up to 100 percent of the acquisition
costs of the leased property in order to recover
the bank holding company’s leasing costs. Pre-
viously, the nonbanking activity had only been
approved by Board order (see the initial Board
order at 1990 FRB 462 and the subsequent
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Board orders at 1990 FRB 960 and 1991 FRB
187 and 490).

The Board issued, effective August 10, 1992,
a revised interpretive rule regarding investment
advisory activities of bank holding companies
to expressly provide that a bank holding com-
pany or its nonbank subsidiary may act as agent
for customers in the brokerage of shares of an
investment company advised by the holding
company or any of its subsidiaries. In addition,
the revision provides that a bank holding com-
pany or its nonbank subsidiary may provide
investment advice to customers regarding the
purchase or sale of shares of an investment
company advised by an affiliate. In both instances
the Board requires certain disclosures to be
made to address potential conflicts of interest or
adverse effects. See 12 C.F.R. 225.125(h), Regu-
lation Y.

Two other subsequent Board actions further
consolidated additional nonbanking activities
into Regulation Y (sections 225.25(b)(4) and
(b)(15)) that were previously approved by Board
order, as they related to providing full brokerage
services, and separately, financial advisory ser-
vices. The Board approved both changes, sub-
ject to the limitations stated therein, effective
September 10, 1992.

3000.0.1 CATEGORIES OF
NONBANKING ACTIVITIES

Section 4(c)(8) of the BHC Act authorizes bank
holding companies to engage directly or through
a subsidiary in activities that the Board deter-
mines are closely related to banking or manag-
ing or controlling banks. The Board and the
courts have established the following guidelines
for determining whether a nonbanking activity
is closely related to banking:1

1. whether banks have generally provided the
service;

2. whether banks generally provide services
that are operationally or functionally so similar
to the proposed service as to equip them particu-
larly well to provide the proposed service; or

3. whether banks generally provide services
that are so integrally related to the proposed
service as to require their provision in special-
ized form.

In addition, the Board may consider other
factors in deciding what activities are closely
related to banking.2 Upon a positive determina-
tion that a proposed activity is ‘‘closely related
to banking or managing or controlling banks,’’
the Board must also find that a proposed activity
is a ‘‘proper incident’’ to banking and that per-
formance of an activity by a bank holding com-
pany can reasonably be expected to produce
benefits to the public (such as greater con-
venience, increased competition, or gains in
efficiency) that outweigh possible adverse
effects (such as undue concentration of resources,
decreased or unfair competition, conflicts of
interest, or unsound banking practices).

The following describes three categories of
bank holding company nonbanking activities:

1. those that have been found to be permis-
sible and are listed in Regulation Y, the so-
called laundry list activities (see appendix 1);

2. those that are permissible by Board order
only (see appendix 2); and

3. those that have been denied by the Board
(see appendix 3).

1. National Courier Association v. Board of Governors,
516 F. 2d 1229 (D.C. Cir. 1975).

2. Alabama Association of Insurance Agents v. Board of
Governors,533 F.2d 224 (5th Cir. 1976),cert. denied,435
U.S. 904 (1978).
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3000.0.2 APPENDIX 1—ACTIVITIES APPROVED BY THE BOARD AS BEING
CONSIDERED ‘‘CLOSELY RELATED TO BANKING’’ UNDER SECTION 4(c)(8)
OF THE BANK HOLDING COMPANY ACT (SECTION 225.28(b) OF
REGULATION Y)

Year Added
Permitted by Regulation 1 to Regulation Y

Note: The bulleted items in this appendix are provided for historical reference
only. The narrative before the bulleted items reflects the current Regulation Y
authorization.

1. Extending credit and servicing loans 1971

Making, acquiring, brokering, or servicing loans or other extensions
of credit (including factoring, issuing letters of credit, and accepting
drafts) for the company’s account or the account of others.

2. Activities related to extending credit

a. Appraising
(1) Real estate appraising 1980
(2) Personal property appraising 1986

b. Arranging commercial real estate equity financing 1983
c. Check-guaranty services 1986
d. Collection agency services 1986
e. Credit bureau services 1986
f. Asset management, servicing, and collection activities 1997
g. Acquiring debt in default 1995
h. Real estate settlement servicing 1997

3. Leasing personal or real property or acting as agent, broker,
or adviser in leasing such property

• Personal property leasing2 1971
• Real property leasing 1974

4. Operating nonbank depository institutions

a. Owning, controlling, or operating an industrial bank, Morris Plan 1971
bank, or industrial loan company so long as the institution is not
a bank

b. Owning, controlling, or operating a savings association, if the savings 1989
association engages in deposit-taking activities, lending, and other
activities that are permissible for bank holding companies

5. Trust company functions or activities 1971

6. Financial and investment advisory activities: acting as an investment adviser 1971
or financial adviser to any person, including (without limiting these activities
in any way)—

Introduction to Nonbank Activities 3000.0
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Year Added
Permitted by Regulation 1 to Regulation Y

a. Serving as an investment adviser to an investment company registered 1972
under the Investment Company Act of 1940, including sponsoring,
organizing, and managing a closed-end investment company
• Investment or financial advising 1971
• Advisory services to open-end (mutual fund) investment companies 1972

b. Furnishing general economic information and advice, general economic 1984
statistical forecasting services, and industry studies

c. Providing advice in connection with mergers, acquisitions, divestitures, 1992
investments, joint ventures, leveraged buyouts, reorganizations,
recapitalizations, capital structurings, financing transactions, and similar
transactions, 3 and conducting financial feasibility studies 4

• Financial futures and options on futures 1986
d. Providing information, statistical forecasting, and advice with respect to 1992

any transaction in foreign exchange, swaps and similar transactions,
commodities, and any forward contract, option, future, option on a
future, and similar instruments
• Financial futures and options on futures 1986
• Providing financial advice to—

— state and local governments and 1973
— foreign governments, including foreign municipalities and agencies 1992

of foreign governments, such as with respect to the issuance of their
securities

• Inclusion of any investment or financial advisory activity without restriction 1997
• Discretionary investment advice to be provided to any person (includes 1997

investment advice regarding derivative transactions to institutional or
retail customers as an investment, commodity trading, or other adviser)
regarding contracts related to financial or nonfinancial assets (such
advice is no longer restricted to institutional customers)

• Financial and investment advice (or any permissible nonbanking activity) 1997
can be provided in any combination of permissible nonbanking activities
listed in Regulation Y

e. Providing educational courses and instructional materials to consumers on 1986
individual financial management matters

f. Providing tax-planning and tax-preparation services 1986

7. Agency transactional services for customer investments (principal positions)

a. Securities brokerage services (including securities clearing and/or
securities execution services on an exchange) for the account of cus-
tomers and does not include securities underwriting or dealing
(1) Securities brokerage services (including securities clearing and/or 1982

securities execution services on an exchange), whether alone or
(2) In combination with advisory services and incidental activities 1992

(including related securities credit activities and custodial services)
b. Riskless-principal transactions 1997
c. Private-placement services 1997
d. Futures commission merchant activities 1984

• A nonbanking subsidiary may act as an FCM with respect to any 1997
exchange-traded futures contract and options on a futures
contract based on a financial or nonfinancial commodity

Introduction to Nonbank Activities 3000.0

BHC Supervision Manual June 2000
Page 6



Year Added
Permitted by Regulation 1 to Regulation Y

e. Other transactional services such as providing to customers as 1997
agent transactional services with respect to the following:
(1) Swaps and similar transactions
(2) Investment transactions as principal 5

(3) Transactions permissible for a state member bank
(4) Any other transaction involving a forward contract, an option, futures,

an option on a futures or similar contract (whether traded on an exchange
or not) relating to a commodity that is traded on an exchange

8. Investment transactions as principal

a. Underwriting and dealing in government obligations and money market 1984
instruments

b. Investing and trading activities. Engaging as principal in the following:
(1) Foreign exchange 1984
(2) Forward contracts, options, futures, options on futures, swaps, 1997

and similar contracts, based on any rate, price, financial asset
(such as gold, silver, platinum, palladium, copper, or any other
metal approved by the Board) or any other nonfinancial asset
or group of assets, other than a bank-ineligible security

(3) Forward contracts, options, futures, options on futures, swaps, and 1997
similar contracts, whether traded on exchanges or not, based on an
index of a rate or price, or the value of any financial asset, nonfinancial
asset, or group of assets, other than a bank-ineligible security, if the
contract requires cash settlement

9. Management consulting and counseling activities

a. Providing management consulting advice on any matter (financial,
economic, accounting, or audit) to any other company 6

• Unaffiliated banks (depository institutions) 1974
• Nonbank depository institutions 1982
• Other unaffiliated depository institutions 1997
• Any financial, economic, account, or audit matter to any other company 1997

b. Employee benefits consulting services 1997
c. Career counseling services 1997

10. Support services

a. Courier services 1973
b. Printing and selling MICR-encoded checks and related documents 1997

11. Insurance agency and underwriting

a. Credit insurance: acting as principal, agent, or broker for insurance
(including home mortgage redemption insurance)
• Acting as insurance agent or broker primarily in connection with credit 1971

extensions 7

• Underwriting credit life and credit accident and health insurance 1972
related to an extension of credit
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Year Added
Permitted by Regulation 1 to Regulation Y

b. Finance company subsidiary: insurance agent or broker for extension 1982
of credit by finance company subsidiary

c. Insurance agency activities in small towns 1984
d. Insurance agency activities conducted on May 1, 1982 1984
e. Supervision of retail insurance agents 1984
f. Insurance agency activities by small bank holding companies 1984
g. Insurance agency activities conducted before 1971 1984

12. Community development

a. Financing and investment in community development activities 1971
b. Advisory and related services designed to promote community welfare 1997

13. Issuance and sale of payment instruments

a. Issuance and sale of retail money orders 1984
b. Sale of savings bonds 1979
c. Issuance and sale of traveler’s checks 1981

14. Data processing

a. Providing data processing and data transmission services; facilities
(including data processing and data transmission hardware, 8 software,
documentation, or operating personnel); databases; advice; and access
to services, facilities, or databases by any technological means
• Providing bookkeeping and data processing 1971
• Data processing and transmission services 1982
• Providing data processing and transmission advice to anyone on 1997

processing and transmitting banking, financial, and economic data
b. Conducting data processing and data transmission activities not described 1997

in ‘‘ a.’’ that are not financial, banking, or economic 9

1. See section 225.28(b) of Regulation Y for the details of
the regulatory authorizations.

2. The provision of higher residual value leasing for tan-
gible personal property was added to Regulation Y in 1992,
including acting as agent, broker, or adviser in leasing such
property.

3. The words ‘‘ and similar transactions’’ were added in
1997.

4. Feasibility studies do not include assisting management
with the planning or marketing for a given project or provid-
ing general operational or management advice.

5. Transactions described in section 225.28(b)(8) of Regu-
lation Y.

6. Management consulting services may be provided to
other customers not described in section 225.28(b)(9) of the
rule, but the revenues derived therefrom are subject to a
30 percent annual revenue limitation.

7. Scope narrowed to conform to court decisions in 1979
and 1981; in 1982, it was further narrowed by title VI of the
Garn–St Germain Depository Institutions Act.

8. Beginning in April 1997, the general purpose hardware
may not constitute more than 30 percent (previously 10 per-
cent) of the cost of any package offering.

9. The total revenue may not exceed 30 percent of the
company’s total annual revenues derived from data process-
ing and data transmission activities.
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3000.0.3 Appendix 2—Activities Considered ‘‘ Closely Related to Banking’’ under
Section 4(c)(8) of the Bank Holding Company Act

Manual
Section
3600.Permitted by Order on an Individual Basis Year Approved

1. Operating a ‘‘ pool-reserve plan’’ for the pooling of loss reserves 1971 1
of banks with respect to loans to small businesses

2. Operating an article XII New York investment company 1977 5.1

3. Underwriting and dealing in commercial paper to a limited extent 1987 21.1

4. Underwriting and dealing in, to a limited extent, municipal revenue 1987 21.2
bonds, mortgage-related securities, and commercial paper

5. Underwriting and dealing in, to a limited extent, municipal revenue
bonds, mortgage-related securities, consumer receivable–related
securities, and commercial paper

1987 21.3

6. Issuing and selling mortgage-related securities backed by the
guarantees of the Government National Mortgage Association

1988 23

7. Engaging in title insurance agency activities (approved under
exemption G of the Garn–St Germain Depository Institutions
Act of 1982)

1988 17.1

8. Underwriting and dealing in, to a limited extent, corporate
debt and equity securities

1989 21.4

9. Acting as a sales-tax refund agent 1990 24.1

10. Providing real estate settlement activities through a permissible
title insurance agency (exemption G companies only)

1990 26

11. Providing administrative and certain other services to mutual funds 1993 27

12. Acting as a dealer-manager in connection with cash-tender
and exchange-offer transactions

1993 21.5

13. Privately placing limited partnership interests 1994 8

14. Engaging in real estate title abstracting 1995 30

15. Providing employment histories to third parties 1995 29

16. Underwriting ‘‘ private ownership’’ industrial development
bonds by a section 20 company

1995 21.6

17. Serving as a commodity pool operator of investment funds
engaged in purchasing and selling futures and options on futures
on certain financial and nonfinancial commodities

1996 13.1
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Manual
Section
3600.Permitted by Order on an Individual Basis Year Approved

18. Development of broader marketing plans and advertising,
sales literature, and marketing materials for mutual funds
(see 1997 FRB 678)

1997 28

19. Sale of government services involving (see 1998 FRB 481)— 1998 25

a. postage stamps and postage-paid envelopes
b. public transportation tickets and tokens
c. vehicle registration services (including the sale and distribution

of license plates and license tags for motor vehicles)
d. notary public services

20. Operating a securities exchange 1999 6

21. Acting as a certification authority for digital signatures 1999 7
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3000.0.4 Appendix 3—Activities Considered Not to Be ‘‘ Closely Related to Banking’’
under Section 4(c)(8) of the Bank Holding Company Act

Activities Denied by the Board Year Denied

1. Insurance premium funding (‘‘ equity funding’’ ) (combined sales of mutual
funds and insurance)

1971

2. Underwriting general life insurance not related to credit extension 1971

3. Real estate brokerage 1972

4. Land investment and development 1972

5. Real estate syndication 1972

6. General management consulting 1972

7. Property management 1972

8. Trading in platinum and palladium coin and bullion 1 1973

9. Armored car service 2 1973

10. Sale of level term credit life insurance 1974

11. Underwriting mortgage guarantee insurance 1974

12. Computer output microfilm services 3 1975

13. Operating a travel agency 1976

14. Underwriting property and casualty insurance 1978

15. Real estate advisory activities 1980

16. Certain contract key entry services 1980

17. Offering investment notes with transactional features 1982

18. Engaging in ‘‘ pit arbitrage’’ spread transactions on commodities
exchanges to generate trading profits

1982

19. Engaging in the publication and sale of personnel tests
and related materials

1984

20. Providing credit ratings on bonds, preferred stock, and commercial paper 1984

21. Providing independent expert actuarial opinions of a general nature
for purposes such as divorce action and personal injury litigation

1984

22. Acting as a specialist in foreign-currency options on a securities exchange 1985
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Activities Denied by the Board Year Denied

23. Title insurance activities (See the Board letter dated March 17, 1986,
re: Independence Bancorp, Inc. and the Board order
at 1989 FRB 31)

24. Acting as a broker for customers in the purchase and sale of forward contracts 1991
based on certain financial and nonfinancial commodities, and acting as the
primary clearing firm for professional floor traders 4

1. Authorized by the Board in 1995 FRB 190 (platinum)
and 1996 FRB 571 (palladium).

2. On June 18, 1990, the Board determined that the activity
of providing armored car services to the general public is
closely related to banking (see 1990 FRB 676). In order for
the Board to approve a nonbank activity for a bank holding
company, the Board must also find that the activity is a
‘‘ proper incident thereto.’’ On February 10, 1993, the Board
denied the application (1993 FRB 352), finding that the pro-

posed transactions posed potential violations of section 23B
of the Federal Reserve Act and that the applicant had failed to
prove that the activity is a proper incident to banking.

3. The Board’s interpretation of Regulation Y at 12 C.F.R.
225.123 was amended on November 25, 1987, by deleting
item (e)(4) relating to the impermissibility of the activity (see
52 Federal Register 45160–45161 and 1987 FRB 933).

4. The Board subsequently approved this activity by Board
order. (See 1997 FRB 138.)
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Section 2(c) of the BHC Act (Savings Bank Subsidiaries
of BHCs Engaging in Nonbanking Activities) Section 3001.0

As an FDIC insured institution, a savings bank
qualifies as a ‘‘bank’’ under section 2(c) of the
BHC Act, as amended by section 101(a) of the
Competitive Equality Banking Act of 1987
(‘‘CEBA’’). CEBA amended the BHC Act, in
section 3(f), stating that any qualified savings
bank, which is a subsidiary of a bank holding
company, could engage directly, or through a
subsidiary, in any nonbanking activity, except
for certain insurance activities, that it is permit-
ted to engage in by State law—including activi-
ties which are not otherwise permitted for bank
holding companies under section 4(c)(8) of the
BHC Act. In order for a qualified savings bank,
that is a subsidiary of a bank holding company,
to engage in such activities, however, the bank
holding company must be a savings bank hold-
ing company as defined in section 2( l ) of the
BHC Act, in other words, 70 percent of the
assets of the bank holding company must con-
sist of one or more savings banks at the time of
formation.
Insurance activities of any qualified savings

bank which is a subsidiary of a bank holding
company are limited to the insurance activities
allowed under section 4(c)(8) of the BHC Act.
A qualified savings bank that was authorized to
engage in the sale or underwriting of savings
bank life insurance, as of March 5, 1987, can
sell or underwrite such insurance directly, pro-
vided that it is permitted to underwrite and
engage in the sale of savings bank life insurance
as that activity is authorized for savings banks
by state law, and is located in Massachusetts,
Connecticut, or New York. Should the bank

holding company parent of the qualified savings
bank cease to be a savings bank holding com-
pany, the savings bank must cease engaging in
these activities within two years.
In a separate application a nonoperating com-

pany, which was formed for the purpose of
acquiring a savings bank, insured by the Federal
Deposit Insurance Corporation, applied for the
Board’s approval to become a bank holding
company pursuant to section 3(a)(1) of the Bank
Holding Company Act, acquiring all of the vot-
ing shares of the savings bank. The savings
bank engages through subsidiaries in real estate
investment and development activities autho-
rized pursuant to State law.
As part of the Board’s analysis in this case,

including its evaluation of the capital and finan-
cial resources of the bank holding company and
the bank involved, the Board considered the risk
to the Applicant and to the savings bank of the
real estate development activities to be con-
ducted by the savings bank through its nonbank
subsidiaries. The Board expressed serious reser-
vations with regard to this application and simi-
lar applications by bank holding companies to
acquiresavingsbanksengageddirectlyor through
subsidiaries in real estate development activi-
ties. In the Board’s view the conduct of real
estate development activities through a holding
company subsidiary rather than a bank sub-
sidiary would provide more effective corporate
separateness.
The Board approved the application by Order

on October 30, 1987 (1987 FRB 925), relying
on the Applicant’s commitments.
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Section 4(c)(i) and (ii) of the BHC Act (Exemptions From
Prohibitions on Acquiring Nonbank Interests) Section 3010.0

3010.0.1 INTRODUCTION

The prohibitions against a bank holding com-
pany having or acquiring nonbank interests do
not apply to bank holding companies meeting
the requirements of section 4(c)(i) and (ii) of the
Act.

3010.0.2 LABOR, AGRICULTURAL
OR HORTICULTURAL
ORGANIZATIONS

Section 4(c)(i)—‘‘Any company that was on
January 4, 1977, both a bank holding company
and a labor, agricultural or horticultural organi-
zation exempt from taxation under section 501
of the Internal Revenue Code of 1954, or
. . . any labor, agricultural or horticultural orga-
nization to which all or substantially all of the
assetsof suchcompanyarehereafter transferred.’’
Exemption under this section was amended

when the Financial Institutions Regulatory and
Interest Rate Control Act of 1978 became effec-
tive early in 1979. The effect of the amendment
was to repeal exemption under this section for
labor, agricultural or horticultural organizations
becoming BHCs afterJanuary 4, 1977,except
for thoseorganizationsbecomingBHCsbymeans
of acquiring all or substantially all of the assets
of a company that was both a BHC and a labor,
agricultural or horticultural oganization exempt
from taxation on January 4, 1977. In order for a
holding company to be entitled to this exemp-
tion, net income derived from the organization
cannot inure to the benefit of any individual.
Organizations must be formed primarily for the
betterment of the working conditions of the
labor organization’s members, or improvement
in the grade of agricultural or horticultural prod-
ucts for an agricultural or horticultural organiza-
tion. The growing of products for profit by
agricultural or horticultural organizations would
disqualify them for exemption. Thus the phrase
‘‘any labor, agricultural or horticultural
organization’’ is intended to include only such
organizations that are also exempt from taxation
under section 501 of the Internal Revenue Code
of 1954.
In order for a labor, agricultural or horticul-

tural organization to receive exemption from
taxation under section 501(c)(5) of the Internal
Revenue Code of 1954, it must file an applica-
tion (form 1024) with the IRS. In response to
the application, the organization receives a
determination letter which should be reviewed

to assure that exemption was allowed and to
verify the date the company became exempt
under section 501. The date of exemption is
determined as follows. A company which files
for exemption within 18 months after its organi-
zation is considered exempt as of the date of its
organization. The date of IRS approval is the
date of exemption if application for exemption
is filed more than 18 months after organization.
The date of exemption must be no later than
January 4, 1977, for the company to be entitled
to exemption from section 4 of the Act. The fact
that an organization pays income taxes annually
does not disallow its exemption under section
501 of the tax code. Despite its tax exemption,
an organization is subject to tax on its unrelated
business income.

3010.0.3 FAMILY-OWNED
COMPANIES

Section 4(c)(ii)—‘‘A company covered in 1970
more than 85 percentum of the voting stock of
which was collectively owned on June 30, 1968,
and continuously thereafter, directly or indi-
rectly, by or for members of the same family, or
their spouses, who are lineal descendants of
common ancestors.’’
The phrase ‘‘voting stock’’ does not limit the

form of an organization to an incorporated entity.
Exemption under this section extends to other
forms of business associations which meet the
definition of a company. For example, for a
partnership, the 85 percent rule applies to ‘‘gen-
eral partnership interest’’ and for a trust which
meets the definition of a company, the 85 per-
cent rule applies to ‘‘beneficial ownership.’’ A
company must continue to control the same
subsidiary bank that it controlled on June 30,
1968, to retain its exemption under this section.
Lineal descendants of common ancestors in-
clude descendants by half as well as full blood
and legally adopted children.
In January 1980, the Board approved an ap-

plication of a one-bank holding company cov-
ered by the exemption in 4(c)(ii) to acquire an
additional bank, but stated that the holding com-
pany could no longer rely on that section for
conducting its nonbanking activities. Based upon
its review of the legislative intent of Congress in
providing this exemption, it was the Board’s
judgment that the exceptionally broad exemp-
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tion afforded by section 4(c)(ii) must be limited
to family-owned one-bank holding companies
that are not engaged in the management of
banks. Moreover, in the Board’s view, upon the
acquisition of an additional bank, a one-bank
holding company that is exempt under section
4(c)(ii) of the Act, would become engaged in
the management of banks, and would thereby
terminate its eligibility for the exemption. In
addition, the Board believed that to permit unsu-
pervised nonbank expansion by a multibank
holding company would constitute an evasion
of the Act, which the Board is authorized to
prevent pursuant to section 5(b) of the Act.

3010.0.4 INSPECTION OBJECTIVES

1. To verify that a holding company qualifies
for exemption from the prohibitions of section 4
by virtue of either section 4(c)(i) or 4(c)(ii).
2. Review the activities conducted by a com-

pany qualifying for an exemption under section
4(c)(ii) of the BHC Act, which may be faced
with revocation of the exemption, and deter-
mine if there may be eligibility for permanent
grandfathering under section 4(a)(2) of the BHC
Act.

3010.0.5 INSPECTION PROCEDURES

1. Although bank holding companies qualify-

ing for a section 4(c)(i) or 4(c)(ii) exemption are
not routinely inspected on a periodic basis, when
inspected their exempt status should be verified.
All nonbank activities of exempt organizations
should be examined in the inspection. The nature
of all such activities and the dates they were
commenced should be documented in the work
papers to establish their current permissibility
in the event the organization should lose its
exemption from section 4.
2. For BHCs exempt under section 4(c)(i),

the examiner should ascertain the date the com-
pany became exempt under section 501 of the
tax code. Also, the stock books of the subsidiary
bank or other pertinent documents should be
reviewed to assure that the company was a BHC
on January 4, 1977.
3. When verifying a company’s exemption

under section 4(c)(ii), the stock records of the
subsidiary bank and the stock records, partner-
ship agreements, trust agreements and other
records of the bank holding company should be
reviewed to assure that the following conditions
have been satisfied:

a. 25 percent or more of the voting stock
of the subsidiary bank has been continuously
owned by the BHC since June 30, 1968;

b. Members of the same family have con-
tinuously held an 85 percent or more interest in
the holding company since June 30, 1968.

3010.0.6 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws1 Regulations2 Interpretations3 Orders

Acquisition of an additional
bank by a company exempt
under 4(c)(ii)

1980 FRB 165

‘‘Successor’’ to a Company
Exempt under 4(c)(ii)

1980 FRB 349

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.

4(c)(i) and (ii) (Exemptions for Acquiring Nonbank Interests) 3010.0
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Section 4(c)(1) of the BHC Act (Investment in Companies
Whose Activities are Incidental to Banking) Section 3020.0

3020.0.1 INTRODUCTION

By virtue of section 4(c)(1) of the Act, a bank
holding company may invest, without supervi-
soryapproval, in thesharesofcompaniesengaged
in activities that Congress felt were incidental to
the business of banking. The following activi-
ties are permissible investments for bank hold-
ing companies under this section.

3020.0.2 PROVIDING BANKING
QUARTERS

Section 4(c)(1)(A) provides that a BHC may
invest in a company engaged in holding or
operating properties used wholly or substan-
tially by any banking subsidiary of such bank
holding company in the operations of such bank-
ing subsidiary or acquired for such future use.
Normally, bank utilization of 50 percent or

more of the property would meet the require-
ments of this section. Investments in property
where usage of such property by subsidiary
banks is less than 50 percent will be reviewed
on anad hocbasis to determine its permissibil-
ity under this section. Future needs of the bank
holding company and its bank subsidiaries will
be considered when reviewing these cases.
In acquiring property, a bank holding com-

pany must have definite plans for use of the
property as a subsidiary bank’s premises within
a reasonable period of time. Property may not
be acquired and indefinitely warehoused until a
need develops for the property.
This section of the BHC Act does not provide

the authority for a BHC to invest in the shares
of a company engaged in holding or operating
properties used by nonbank subsidiaries. Di-
rectly holding or operating properties used by a
nonbank subsidiary is considered an incidental
activity necessary to carry on the main business
activity of the subsidiary and thus is exempt
under section 4(a)(2)(A) of the Act and section
225.22(a)(2)(vi) of Regulation Y.

3020.0.3 SAFE DEPOSIT BUSINESS

Section 4(c)(1)(B) of the Act provides that a
holding company may invest in the shares of a
company whose activities are limited to con-
ducting a safe deposit business. Refer to Section
225.22(b) of Regulation Y.

3020.0.4 FURNISHING SERVICES TO
BANKING SUBSIDIARIES

Section 4(c)(1)(C) of the BHC Act provides that
a BHC may invest in a company which fur-
nishes services to or performs services for the
bank holding company or its banking subsidi-
aries. Section 225.22(a) of Regulation Y pro-
vides that a bank holding company may, without
the Board’s prior approval, furnish services to
or perform services for its banking and non-
banking subsidiaries either directly or indirectly
through a subsidiary. Generally, a BHC may
only provide services related to the internal op-
erations of the BHC or its subsidiaries. A bank
holding company or its subsidiaries may not
rely on the servicing exemption to deal with the
public as principal, but may deal with outside
parties provided they are acting only as agent
for the holding company or its subsidiaries.
The term ‘‘services’’ implies servicing opera-

tions a bank may carry on itself, but which the
BHC chooses to have done through a nonbank
subsidiary. Section 225.22(a)(2) states that
services for the internal operations of the bank
holding company or its subsidiaries include:
accounting, auditing, appraising, advertising,
public relations, data processing, data transmis-
sion services, data bases or facilities, personnel
services, courier services, holding or operating
property used wholly or substantially by a sub-
sidiary in its operations or for its future use, and
selling, purchasing or underwriting insurance
such as blanket bond insurance, group insurance
for employees, and property and casualty insur-
ance. For the later insurance activities, bank
holding companies are permitted under the
servicing exemption to act as agent or to
underwrite insurance on their own risks (e.g.
blanket bond insurance or employee group
insurance plans). Refer to section 225.22(a)(2)
of Regulation Y for other services permissible
for the internal operations of the BHC or its
subsidiaries.
The servicing exemption extends to services

that are normally performed by a bank for its
customers or correspondent banks. These activi-
ties generally include computerized billing, pay-
roll, accounting, financial records maintenance
and other similar data processing services as
long as the subsidiary bank is permitted under
applicable State or federal law to provide the
service. These services may be provided only
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upon request by the customers to the subsidiary
bank. Furthermore, the contractual arrangements
must be made between the customer and the
bank. The company can service existing service
contracts the bank has originated but is prohib-
ited from purchasing the contracts or entering
into contracts to provide services directly to the
public.
The purchasing of participations by the parent

in loans from subsidiary banks generally is not
considered an exempt activity under the author-
ity of sections 4(a)(2) or 4(c)(1). Holding com-
panies that engage in the purchase of participa-
tions from their subsidiary banks should file an
application pursuant to Section 4(c)(8) of the
BHC Act. Purchasing participations in loans for
the purpose of providing liquidity or acquiring a
portion of a line of credit to facilitate the needs
of the bank’s customers (overlines) provides a
service or benefit to the bank and is considered
an acceptable purchase under the services
exemption. In all cases where a participation in
a loan is purchased, the loan must be made in
the name of the bank and serviced by the respec-
tive bank. The purchasing of a loan for reasons
other than those set forth above may be viewed
as a direct lending activity.

3020.0.5 FURNISHING SERVICES TO
NONBANK SUBSIDIARIES

The Bank Holding Company Act of 1956 pro-
hibited a BHC itself from engaging in any busi-
ness except (1) banking, (2) managing or con-
trolling banks, and (3) furnishing services to its
bank subsidiaries. In 1970, Congress amended
section 4 of the BHC Act to expressly authorize
a BHC to furnish services to or perform services
for its nonbank subsidiaries as well as its bank
subsidiariesunderexemptionAofsection4(a)(2).
While section 4(c)(1) authorizes a BHC to in-
vest in shares of a company engaged in certain
activities, exemption A provides the authority
for a BHC to engage in those activities directly.
The Board issued an interpretation (12 C.F.R.

225.141), effective August 1980, which stated
that it will permit, without any regulatory ap-
proval, a bank holding company to form a
wholly-owned subsidiary to perform servicing
activities for both banking and nonbanking sub-
sidiaries that the holding company itself could
perform directly or through a department or a
division under section 4(a)(2)(A) of the BHC
Act. In addition, an approved section 4(c)(8)

company may form a wholly-owned subsidiary
to engage in activities that such company could
itself engage in.

3020.0.6 LIQUIDATING ASSETS

Section 4(c)(1)(D) provides that a BHC may
own shares of a company which engages in
liquidating assets acquired from such BHC (not
including its nonbank subsidiaries) or its bank-
ing subsidiaries or which were acquired from
any other source prior to May 9, 1956, or the
date on which such company became a BHC,
whichever is later.
Assets acquired for liquidation by a section

4(c)(1)(D) subsidiary are subject to the same
time limitations as shares acquired D.P.C. pursu-
ant to section 4(c)(2) of the Act.
BHCs seeking to hold the shares of a liquidat-

ing or nominee subsidiary organized to dispose
of assets acquired D.P.C. by a BHC nonbank
subsidiary, can rely on the Board’s August 1980
interpretation permitting, without prior regula-
tory approval, a BHC to form a subsidiary to
perform activities which itself could perform
under exemption A of section 4(a)(2).

3020.0.7 INSPECTION OBJECTIVES

1. To determine whether the activities con-
ducted by companies in which the BHC has a
greater than 5 percent investment in the com-
pany and for which the BHC claims exemption
under section 4(c)(1) of the BHC Act, are the
types of permissible activities contemplated by
that section—activities claimed under the prem-
ises exemption under 4(c)(1)(A), the safe de-
posit business exemption under 4(c)(1)(B), the
services exemption under (4)(c)(1)(C), or the
liquidating subsidiary exemption (4)(c)(1)(D).

3020.0.8 INSPECTION PROCEDURES

The inspection of a nonbank subsidiary exempt
under section 4(c)(1) of the Act should center
on a review of the activities to assure that those
activities are the types permissible under section
4(c)(1) subsections A, B, C and D.

3020.0.8.1 Section 4(c)(1)(A)—Bank
Premises

The following procedural steps should be per-
formed in connection with an inspection of a
bank premises company.
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1. Obtain a list of all real estate held by the
company including the following information:

a. Property description and location;
b. Date acquired;
c. Current utilization;
d. Extent of utilization by banking subsid-

iaries and others indicating percentage of square
feet leased to subsidiaries.
2. When use of the property by a subsidiary

bank(s) is less than 50 percent, discuss future
plans for the use of the property with manage-
ment. Note any related discussion contained in
the minutes of directors’ and committee meet-
ings, and action taken to date to implement
these plans. Lease agreements with other ten-
ants should be reviewed to determine the term
of a lease including options to renew.
3. Evaluate the permissibility of holding each

property under the premises exemption.
4. Review and evaluate other activities

engaged in and assets held by the company to
establish their permissibility under the premises
exemption. Such activities could include leasing
property and providing a general maintenance
service to other tenants.

3020.0.8.2 Section 4(c)(1)(B)—Safe
Deposit Business

Activities exempt under this section are re-
stricted to conducting a safe deposit business.
All activities engaged in and assets held by
companies for which the BHC is claiming ex-
emption under this section should be reviewed
and evaluated to determine their permissibility
under this exception.

3020.0.8.3 Section 4(c)(1)(C)—Services

The following procedural steps should be per-
formed when inspecting service companies.
1. List and describe all services provided to

subsidiaries in the inspection report.
2. Review and evaluate the types of services

provided to the banking and nonbanking subsid-
iaries to determine their permissibility.
3. Obtain from management any written bank

holding company policies concerning the provi-
sion of services and the assessment of fees or
discuss with management the basis on which
service fees are established.
4. Comment on the reasonableness of fees

relative to the fair market value, cost, volume,
or quality of such services rendered.
5. Indicate if all service contracts have been

approved by each subsidiary’s board of directors.

6. When reviewing services provided to bank-
ing subsidiaries for their customers:

a. List and describe all services provided;
b. Determine that the company is operat-

ing as an adjunct to its affiliated banks for the
purpose of facilitating the bank’s operations,
andnotasaseparate, self-containedorganization;

c. Review contractual arrangements to as-
sure that the company has not purchased any
service contracts from a subsidiary bank and has
not entered directly into agreements to provide
services to any party other than the bank;

d. Review and evaluate all services to
determine whether they are services that the
subsidiary bank is permitted to provide under
applicable State or federal law.

3020.0.8.4 Section 4(c)(1)(D)—
Liquidating Subsidiary

The following procedural steps should be fol-
lowed in connection with an inspection of a
liquidation company in which the BHC holds an
investment.
1. Obtain a list of all assets acquired by the

company for the purpose of liquidation includ-
ing the following information:

a. Asset description and location;
b. Date acquired;
c. Source of acquisition;
d. Liquidation plans, including timetable

and selling price;
e. Cost of assets and book value, including

detail on any improvements.
2. Verify that assets acquired from sources

other than the parent or its subsidiary banks
were acquired prior to May 9, 1956, or the date
on which the holding company became a BHC,
whichever is later.
3. Verify that assets acquired for liquidation

did not originate in a nonbank subsidiary. If a
section 4(c)(1)(D) liquidating subsidiary is hold-
ing a material amount of assets acquired from a
nonbank subsidiary, discuss the propriety of
these holdings with the Reserve Bank office
staff and, if necessary, Board staff in the Divi-
sion of Banking Supervision and Regulation or
the Legal Division.
4. Review the bank holding company’s poli-

cies, practices and procedures concerning the
liquidation of assets and determine if the subsid-
iary is in compliance with the time limits indi-
cated above.
5. Discuss with management and note the
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liquidation plans and progress to date in liqui-
dating assets that have been held in excess
of 12 months. Note any related discussion found
in the minutes of directors’ and committee
meetings.
6. Comment on whether management is mak-

ing abona fideeffort to dispose of all assets for
fair value.

7. Check improvements made to property by
the company to assure that the nature and use of
the asset has not substantially changed. The
investment of funds to change substantially the
nature of the asset (such as undeveloped real
estate) to increase its value would generally be
viewed as engaging in real estate development,
an activity which is not permissible.

3020.0.9 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws1 Regulations2 Interpretations3 Orders

Purchase of instalment paper for
subsidiary banks as furnishing of
services

225.104 4–192

Furnishing insurance not ‘‘services’’ 225.109 4–193

Services for banks that are not
subsidiaries

225.113 4–194

Computer services for customers of
subsidiary banks

225.118 4–195

Applicability of Bank Service Corp.
Act in certain BHC situations

225.115 4–174.1

Mortgage company services 225.122 4–196

Insurance and sale of short-term debt
obligations by BHCs

250.221,
225.130

4–867

Operations subsidiaries of a BHC 225.141

Shares held by a subsidiary bank in a
bank premises company and the
applicability of section 4(c)(1)(A)

225.101(g)
225.141

4–185

Investment in an asset liquidation
subsidiary

1843(c)(1)(D)

Providing services to bank and
nonbank subsidiaries

1843(a)(2)(A) 225.22(a)

BHC dealing for a BHC’s own account
in futures, and options on futures,
on gold and silver bullion to limit price
risks in trading

1987 FRB 61

BHC subsidiaries performing services
that BHC could itself perform

1980FRB774

4(c)(1) (Investment in Companies Whose Activities are Incidental to Banking) 3020.0

BHC Supervision Manual December 1992
Page 4



Subject Laws1 Regulations2 Interpretations3 Orders

Approved 4(c)(8) subsidiary forming an
operations subsidiary to perform
activities it could itself perform

1979FRB566
footnote 1

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.
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Section 4(c)(2) and (3) of the BHC Act (Acquisition
of DPC Shares, Assets, or Real Estate) Section 3030.0

Section 4(c)(2) of the Bank Holding Company
Act permits a bank holding company or any of
its subsidiaries to acquire shares in satisfaction
of debts previously contracted (DPC) in good
faith. The shares must be disposed of within two
years from the date they were acquired, except
that the Board is authorized upon application of
a company to grant additional exemptions if, in
its judgment, the extension would not be detri-
mental to the public interest and either the bank
holding company has made a good faith attempt
to dispose of those shares during the five-year
period, or the disposal of the shares would have
been detrimental to the company. The aggregate
duration of the extensions cannot extend beyond
10 years.

Even though the statute refers specifically to
shares, the Board has taken the position, in
section 225.22(d) of its Regulation Y and in an
interpretation (12 C.F.R. 225.140), that the con-
gressional policy evidenced by section 4(c)(2)
should apply to DPC acquisitions of other assets,
other than shares (assets), and real estate by
bank holding companies and their nonbanking
subsidiaries. Section 225.22(d)(1) provides the
same holding periods (including provision for
extensions) for other DPC assets or real estate
as are provided by statute for DPC shares.

Regulation Y, section 225.22(d), addresses
nonbanking acquisitions that do not require prior
Board approval. With respect to DPC acquisi-
tions, voting securities, or other assets or real
estate acquired by foreclosure or otherwise, in
the ordinary course of collection of a debt previ-
ously contracted (DPC property) in good faith,
Regulation Y does not require the Board’s prior
approval if the DPC property is divested within
two years of acquisition. Regulation Y further
states that the Board may, upon request, extend
the two-year period for up to three additional
years. Further, the Board may permit additional
extensions for up to five years (for a total of
10 years). This provision applies to shares, real
estate, or other assets in which the holding com-
pany demonstrates that each extension would
not be detrimental to the public interest and
either the bank holding company has made good
faith attempts to dispose of such shares, real
estate, or other assets, or the disposal of the
shares, real estate, or others assets during the
initial period would have been detrimental to
the company. Transfers within the bank holding
company system do not extend any period for
divestiture of the property.

Under the Board’s delegated authority, the
Reserve Banks may approve a BHC’s requests

for extensions beyond the two-year divestiture
period.1 In accordance with a Board interpreta-
tion (12 C.F.R. 225.138), extensions should not
be granted except under compelling circum-
stances, and periodic progress reports on dives-
titure plans are generally required. When these
permissible extension periods expire, the Board
no longer has discretion to grant further exten-
sions. A BHC would be in violation of the act if
shares, other assets, or real estate acquired DPC
is not disposed of within the prescribed time
frame.

In July 1980, the Board issued an interpreta-
tion of Regulation Y (12 C.F.R. 225.140) that
provided for a possible approval for an addi-
tional five-year period for the divestiture of real
estate acquired DPC. With respect to DPC real
estate, this interpretation requires that (1) the
value of the real estate on the books of the
company be written down to fair market value,
(2) the carrying costs cannot be significant in
relation to the overall financial position of the
company, and (3) the company must make good
faith efforts to effect divestiture. Fair market
value should be derived from appraisals, compa-
rable sales, or some other reasonable method.
Companies holding real estate for this extended
period are expected to make active efforts to
dispose of it, and they should advise the Reserve
Bank regularly concerning their ongoing efforts.

In accordance with the Board’s interpretation
(12 C.F.R. 225.140), after two years from the
date of acquisition of DPC assets, the holding
company is to report annually to the Federal
Reserve on its efforts to accomplish divestiture
of the assets. The Reserve Bank will monitor the
efforts of the company to effect an orderly dives-
titure. Divestiture may be ordered before the
end of the authorized holding period (beyond
the initial two-year period that requires no Board
authorization) if supervisory concerns warrant
such action.

Section 4(c)(1)(D) allows a bank holding
company to establish a subsidiary to hold real
estate acquired by itself or by any of its banking
subsidiaries for debts previously contracted, for
the purpose of disposing of the real estate in an
orderly manner. Permissible activities of this

1. Each Federal Reserve Bank has been delegated the
authority (12 C.F.R. 265.2(f)(12)) to extend the time within
which a bank holding company or any of its subsidiaries must
divest itself of interests acquired in satisfaction of a debt
previously contracted.
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liquidating subsidiary include completion of a
real estate development project and other activi-
ties necessary to make the real estate saleable.
The ‘‘date of acquisition’’ is the date the bank
holding company (or subsidiary of the bank
holding company) acquired the DPC asset. Sec-
tion 4(c)(1)(D) may not be used to extend the
time under which a bank holding company
may indirectly hold DPC property under sec-
tion 4(c)(2). In most cases where a subsidiary
bank has held property for the statutory holding
period, a BHC may not shift the property to
another subsidiary or to the parent to avoid
disposing of the property. However, due to the
complexity and potential impact on the organi-
zation of a forced divestment at the end of the
holding period, inspection personnel and Reserve
Bank staff are encouraged to discuss the situa-
tion with Board staff to tailor the supervisory
response to the particular situation.

With respect to the transfer by a subsidiary of
other DPC shares, other assets, or real estate to
another company in the holding company sys-
tem, including a section 4(c)(1)(D) liquidating
subsidiary, or to the holding company itself,
such transfers would not alter the original dives-
titure period applicable to such shares or assets
at the time of their acquisition. Moreover, to
ensure that assets are not carried at inflated
values for extended periods of time, the Board
expects, in the case of all such intercompany
transfers, that the shares or assets will be trans-
ferred at a value no greater than the fair market
value at the time of transfer and that the transfer
will be made in a normal arm’s-length trans-
action. With regard to DPC assets (except for
DPC shares as described above) acquired by a
banking subsidiary of a holding company, as
long as the assets continue to be held by the
bank itself, the Board will regard them as being
solely within the authority of the primary super-
visor of the bank.

Section 4(c)(3) of the Bank Holding Com-
pany Act permits a bank holding company to
acquire shares or real estate from any of its
subsidiaries if a subsidiary had been requested
to dispose of the shares by any federal or state
authority having power to examine the respec-
tive subsidiary. The Board does not have author-
ity to extend the two-year disposition period
under section 4(c)(3) of the act. Section 4(c)(3)
may not be used to extend the statutory period
in which a bank must dispose of DPC assets
(10 years in the case of DPC real estate assets,
five years for all other).

3030.0.1 EXEMPTION TO
SECTION 4(c)(2) DISPOSITION
REQUIREMENTS OF DPC SHARES

Section 4(c)(5) of the Bank Holding Company
Act allows a bank to own shares in certain
nonbanking companies, specifically, the kinds
and amounts eligible for investment by national
banking associations under the provisions of
section 5136 of the Revised Statutes (see
section 3050.0 for a detailed explanation of
section 4(c)(5)). The exemption provided by
section 4(c)(5) covers any shares, including
shares acquired DPC, that meet the conditions
set forth in that exemption. Therefore, DPC
shares held by a banking subsidiary of a bank
holding company which meet section 4(c)(5)
conditions are not subject to the disposition
requirement prescribed in section 4(c)(2); how-
ever, such shares would continue to be subject
to requirements for disposition as may be pre-
scribed by provisions of any other applicable
banking laws or by the appropriate bank super-
visory authorities.

Section 4(c)(6) of the act allows a bank hold-
ing company to own shares, including those
acquired DPC, of any nonbank company that
does not exceed 5 percent of the outstanding
voting shares of such company. The Board has
expressed an opinion (12 C.F.R. 225.101(f)) that
any shares acquired DPC under this section,
whether by a holding company or a bank subsid-
iary, are not subject to the disposition require-
ments of section 4(c)(2) of the act.

Real property is often shown on an entity’s
books as other real estate (ORE). Possession of
ORE usually results from a distressed loan col-
lateralized by a lien on real estate. In addition,
in attempting to salvage other types of credit, an
entity may have obtained title to real property
through process of law or by voluntary deed.
Acquisition costs for other real estate acquired
for debts previously contracted usually consist
of the principal amount that was due on the
defaulted loan at the time the entity took posses-
sion, unpaid interest, legal fees and other fore-
closure costs, accrued and unpaid taxes, and
mechanic’s liens. Property acquired DPC may
be recorded on the company’s books by capital-
izing the loan amount and acquisition costs.
Advances to complete the project can be included
in the capitalized investment if the ORE is an
unfinished project. The fact that the additional
investment is being used to improve the prop-
erty and make the property more saleable should
be evident.

A company owning a DPC asset should main-
tain records documenting its efforts to dispose

Section 4(c)(2) and (3) (Acquisition of DPC Shares or Assets, Including Real Estate) 3030.0

BHC Supervision Manual June 1997
Page 2



of the asset. Because an ORE asset is normally a
nonliquid,nonproductiveassetofuncertainvalue,
a company should attempt to dispose of the
asset at the earliest date possible. Unless special
circumstances are present, a company should
sell the ORE asset when a price offer sufficient
to cover the acquisition, investment, and carry-
ing costs is obtained.

3030.0.2 INSPECTION OBJECTIVES

1. To determine compliance with applicable
laws, rulings, and regulations, and to initiate
corrective action when violations appear in these
areas.

2. To determine whether policies, practices,
and internal controls regarding DPC shares,
other assets, or real estate are adequate and to
recommend correction when deficiencies are
noted.

3. To evaluate the quality of DPC shares,
other assets, or real estate and the progress
toward their disposition.

4. To determine whether the DPC shares,
other assets, or real estate acquired are recorded
at fair market value.

3030.0.3 INSPECTION PROCEDURES

1. During the preinspection review, compile
a list of shares, other assets, and real estate
known to have been acquired DPC by the bank
holding company and its nonbank subsidiaries,
as well as a list of shares known to have been
acquired DPC by the BHC’s bank subsidiaries.
Information on this list should include—

a. a description of the shares or asset(s);
b. the fair market value of the shares and

asset(s), and the method of valuation, if available;
c. the name of the company owning the

shares and asset(s); and
d. the date the shares and asset(s) were

acquired.
2. If the shares or asset has been held longer

than the initial holding period, determine whether
the BHC has requested an extension of time.

3. In the Officer’s Questionnaire, request a
list of DPC shares, other assets, or real estate
owned by the holding company and its nonbank-
ing subsidiaries, and a list of DPC shares owned
by the holding company’s bank subsidiaries,
including a detailed description of the shares or
asset, the value of the shares or asset on the
entity’s books, the date the shares or asset was

acquired, and plans for disposal of the shares or
asset. In addition, a list of DPC shares, other
assets, or real estate which has been disposed of
since the previous inspection or within the past
year should be obtained. Compare these lists
with the list compiled during the preinspection
review.

4. Review other real estate owned accounts
to evaluate—

a. the fair market value of the property (A
qualified appraiser should appraise the property
at the time of acquisition, and subsequent timely
appraisals should be conducted to determine the
current fair market value of the property.);

b. the carrying costs of the property; and
c. the company’s efforts to dispose of the

property (Information on file should include
documentation showing a record of offers made
by potential buyers and other information
reflecting efforts to sell the property (i.e., adver-
tisement brochures)).

5. Determine whether additional advances
have been made on an unfinished project and
whether evidence supports that the advances are
making the property more saleable.

6. Determine whether a first-lien status exists
and whether there are any tax liens or other
encumbrances against the property.

7. Discuss DPC shares, other assets, or real
estate and their values with management who is
familiar with the history and current status of
the shares or asset and assign classification, if
warranted. A substandard classification may be
applied when a company is sustaining losses in
maintaining the property, and prospects for sale
are not evident or encouraging. A company’s
acquisition of property through foreclosure often
indicates a lack of demand and, as time elapses,
the value of the real estate may become more
questionable if the lack of demand persists. If
the carrying amount of the investment exceeds
the estimated value of the property, an adequate
allowance reserve for any difference should be
established and maintained. Property that is in
the process of being sold for an amount in
excess of the carrying value should not be clas-
sified if it appears that ultimate payment will be
forthcoming.

8. List shares, other assets, and real estate
acquired DPC under ‘‘other assets’’ in the
inspection report. For significant shares and
assets, the examiner may choose to present in
the inspection report or in the workpapers, which-
ever is deemed appropriate, the following
information:
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a. a brief description sufficient to identify
the property, the manner in which the property
was acquired, and the reasons for its acquisition

b. the value of the shares or assets on the
books of the company, the method used to deter-
mine the booked value, and whether it is the fair
market value

c. a brief statement as to management’s
efforts to sell the property, its opinion of the
likelihood of sale, and the anticipated sales price

d. a summary of the carrying costs subse-
quent to assumption and income generated from
the property

e. the date when the holding company or
its subsidiary must dispose of the property or
request an extension to continue to hold the
DPC shares or asset

f. the amount classified, if appropriate
g. any apparent discrepancies with rules or

regulations

3030.0.4 Laws, Regulations, Interpretations, and Orders

Subject Laws1 Regulations2 Interpretations3 Orders

Transactions not requiring
Board approval:

1. Acquisition of securities by
a BHC with majority control

1843(c)(2) 225.12(b)

2. Acquisition of securities by a
BHC with majority control

225.12(c) 4–020 1980FRB654

Required disposal by
Regulatory Agency

1843(c)(3)

Section 4(c)(5) and 4(c)(6)
shares with respect to
Section 4(c)(2)

225.101 4–187

Delegation of Authority to extend
time to dispose of DPC shares
and assets

265.2(f)(12)

Policy statement concerning
divestitures by BHCs

225.138

Disposition of property acquired
in satisfaction of debts
previously contracted

225.22,
225.140

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Servicereference.
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Section 4(c)(4) of the BHC Act
(Interests in Nonbanking Organizations) Section 3040.0

Section 4(c)(4) of the Bank Holding Company
Actprovides that nonbanksharesheldoracquired
by a bank in good faith in a fiduciary capacity
are exempt from the general prohibitions of
section 4 of the Act. This exemption is provided
to allow banks to carry on their normal fiduciary
operations without significant interference and
without being subject to the limitations of the
Bank Holding Company Act. Without this
exemption, a subsidiary bank could act as trustee
for up to only 5 percent of a nonbank compa-
ny’s shares as provided by section 4(c)(6) of the
Act.
There are certain exceptions which were

included within the body of the section 4(c)(4)
exemption to prevent utilization of the trust
vehicle to circumvent the intent of the Act. The
section 4(c)(4) exemption is not applicable when
shares acquired are held by a trust which is
considered a ‘‘company’’ under section 2(b) of
the Act. Under section 2(b), a trust is defined
as a company if it does not terminate within
25 years, or within 21 years and 10 months after
the death of individuals living on the effective
date of the trust. Such trusts are generally re-
ferred to as perpetual trusts and include em-
ployee benefits and charitable trusts which can
operate in perpetuity.
Another exception to the exemption implies

that no more than 5 percent of the shares of a
nonbank company may be held by a subsidiary
bank as trustee under a trust established for the
benefit of the bank itself, the bank’s parent
company or any of its subsidiaries, or the share-
holders or employees of the bank, the parent
company or its subsidiaries as indicated in sec-
tion 2(g)(2) of the Act. Employee benefit trusts
have become a principal source of banks’ trust
assets. As strictly applied, section 4(c)(4) would
limit acquisition of stock of a nonbank company
to 5 percent of its shares for employee trust
accounts of banks which are subsidiaries of
bank holding companies.

3040.0.1 TRANSFER OF SHARES TO
A TRUSTEE

Section 2(g)(3) of the Act is tied to section
4(c)(4) by specific reference as an exception to
the fiduciary exemption. Section 2(g)(3) pro-
vides that shares transferred by a bank holding
company to a transferee are deemed to continue
to be controlled by the bank holding company if
the transferee is indebted to the bank holding
company or has one or more officers, directors,

trustees or beneficiaries in common with or sub-
ject to control by the holding company. How-
ever, the Board may determine after opportunity
for hearing in such cases that control does not
exist.
Relating this to section 4(c)(4), if a bank

holding company transfers nonbank shares to a
trustee where the trustee has one or more direc-
tors in common with the bank holding company,
the nonbank shares are deemed to be controlled
by the bank holding company until the Board
determines otherwise.

3040.0.2 TRUST COMPANY
SUBSIDIARIES

Even though section 4(c)(4) refers by its lan-
guage to shares held or acquired by abank
in good faith in a fiduciary capacity, the exemp-
tion also applies to shares held or acquired in a
fiduciary capacity by a trust company subsidiary
of a bank holding company.

3040.0.3 OTHER REPORTING
REQUIREMENTS

Holdings in fiduciary capacities of nonbank
stock over 5 percent in certain circumstances,
may also trigger reporting requirements under
the federal securities laws.

3040.0.4 INSPECTION OBJECTIVES

To determine that nonbank shares held by a
bank in a fiduciary capacity are in compliance
with section 4(c)(4).

3040.0.5 INSPECTION PROCEDURES

Review the holding company’s internal report-
ing procedures to establish that bank trust de-
partments report 5 percent holdings in nonbank
companies. In multibank companies, determine
that controls are in place to aggregate nonbank
shares held by each bank so that if an aggregate
of 5 percent is held, it is reported in the Y–6.
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3040.0.6 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws1 Regulations2 Interpretations3 Orders

Interests In Nonbanking Organizations 225.12(a)
225.22(c)(3)

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.

4(c)(4) (Interests in Nonbanking Organizations (12 U.S.C. 1843)) 3040.0
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Section 4(c)(5) of the BHC Act (Investments Under Section
5136 of the Revised Statutes) Section 3050.0

Section 4(c)(5) of the Bank Holding Company
Act permits (without prior approval) invest-
ments by a bank holding company in shares of
the kinds and amounts eligible for investment
by national banks under the provisions of sec-
tion 5136 of the Revised Statutes (12 U.S.C.
24(7)).
National banks are prohibited by section 5136

of the Revised Statutes from purchasing and
holding shares of any corporation except those
corporations whose shares are specifically made
eligible by federal statute. This prohibition is
made applicable to State member banks by sec-
tion 9, paragraph 20 of the Federal Reserve Act
(12 U.S.C. 335).
In 1968, the Board interpreted section 5136

as permitting a member bank to purchase shares
of a corporation engaging in business (at loca-
tions the bank is authorized to engage in busi-
ness) and carrying out functions the bank is
empowered to perform directly. Section 5136 is
a broad statute with types of permissible activi-
ties both explicitly defined and implied indi-
rectly without express definition. Therefore, to
limit the need for constant Board interpretation
regarding the implied areas of section 5136, the
Board curtailed the authority of a bank holding
company to acquire shares on the basis of sec-
tion 4(c)(5) through section 225.22(d) of Regu-
lation Y. As a result, effective June 30, 1971,
permissible shares for bank holding company
acquisition under section 4(c)(5) are limited to
thoseexplicitly authorized by any federal stat-
ute. Additional reasons for limiting the scope of
activities to those explicitly defined by statute,
are thatsection4(c)(5)acquisitions requireneither
prior Board approval, nor the opportunity for
interested parties to express their views, nor any
prior regulatory consideration of anti-trust and
related matters.

3050.0.1 COMPANIES IN WHICH
BHC’S MAY INVEST

The following is a list of permissible compa-
nies expressly authorized by federal statute. The
list includes the companies most frequently
encountered.

1. Small business investment companies
(‘‘SBICs’’).
2. Agriculture credit companies.
3. Edge and agreement corporations.
4. Bank premises companies (usually exempt

under section 4(c)(1)(A)).
5. Bank service corporations (usually exempt

under section 4(c)(1)(C)).
6. Safe deposit companies.
7. Obligations of student loan marketing

associations.
8. State housing corporations.

3050.0.2 LIMITATIONS

On most 5136 authorizations, share investments
are limited in some form, usually based on a
percentage of the bank’s capital and surplus.
Under section 4(c)(5), a holding company’s
investment in such shares is also limited by
amount and type to those permitted for a na-
tional bank to prevent avoidance of these limita-
tions by a bank holding company.

3050.0.3 INSPECTION OBJECTIVES

1. To determine the permissibility of each
activity encountered during the inspection which
claims a section 4(c)(5) exemption.
2. To determine if the operations and financ-

ing of the section 4(c)(5) activity is not to the
detriment of the bank(s).

3050.0.4 INSPECTION PROCEDURES

1. Review compliance with section 5136 of
the Revised Statutes to determine if the activity
is expressly permitted by any federal statute.
2. Determine the financial condition of the

activity and its impact on the bank affiliate.
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3050.0.5 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws1 Regulations2 Interpretations3 Orders

Permissible investments
for a national bank

(Section 5136 of
the Revised
Statutes)

Investment in bank
premise corporation

371d 250.200 4–185

Investment in bank service
corporation

1861–65 250.301 1–329

Investment in small
business investment
corporation (SBIC)

15 USC 682b 225.107
225.111
225.112

4–173
4–175
4–174

Operating subsidiaries/
loan production offices

250.141 3–415.4

Section 23A
Section 23B

371c
371c

250.240 3–1133
1–206.1

Mortgage company 225.122 4–196

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.

4(c)(5) (Investments Under Section 5136 of the Revised Statutes) 3050.0
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Section 4(c)(6) and (7) of the BHC Act (Ownership of Shares in
Any Nonbank Company of 5 Percent or Less) Section 3060.0

3060.0.1 SECTION 4(c)(6)

This section provides an exemption for owner-
ship of shares of any nonbank company that do
not exceed 5 percent of the outstanding voting
shares of such company. The exemption is de-
signed to permit diversification of investments
by a bank holding company and its subsidiaries
which do not result in control of a nonbanking
organization. The Board has indicated through
an interpretation of 12 U.S.C. 225.101, that in
its opinion, the 5 percent limitation applies to
the aggregate amount of voting stock in a partic-
ular nonbank company held by the entire bank
holding company organization including the
parent company and all of its direct and indirect
bank and nonbank subsidiaries. This is to pre-
vent a holding company from acquiring a con-
trolling interest in a nonbank company through
ownership of small blocks of stock by numerous
subsidiaries in circumvention of the provisions
of section 4 of the BHC Act.

3060.0.1.1 D.P.C. Shares

The same interpretation (12 C.F.R. 225.101)
also addresses the question of the applicability
of section 4(c)(6) to nonbank shares acquired
in satisfaction of debts previously contracted
(D.P.C.) by a subsidiary bank, any nonbank
subsidiaries, or the parent company. In this
instance, the Board expressed the opinion that
the 5 percent exemption provided by section
4(c)(6) covers any nonbank shares, including
thoseacquiredD.P.C.Consequently, shareswhich
meet such conditions are not subject to the
disposition requirements of section 4(c)(2) of
the Act. It is important to remember that the
exemption provided by section 4(c)(6) applies
only to shares of any nonbank company. Acqui-
sitions of any bank shares are subject to the
provisions contained in section 3(a) of the Act.
Although the 5 percent limitation of this sec-

tion applies, by its language, to ‘‘voting shares’’
rather than ‘‘any class of voting shares’’ as used
elsewhere in the Act, the Board has indicated in
12 C.F.R. 225.137 that it applies to ‘‘any class
of voting shares’’ rather than to the aggregate of
all classes of voting shares held. Thus section
4(c)(6) is not available to a group of BHCs each
owning a ‘‘class of voting securities’’ even if
each BHC owns less than 5 percent of all shares
outstanding. Further, section 4(c)(6) must be
viewed as permitting ownership of 5 percent of
a company’s voting stock only when that owner-

ship does not constitute ‘‘control’’ as otherwise
defined in section 2 of the Act.
Note that section 4 prohibits engaging in non-

bank activities other than those permitted by
section 4(c)(8). Thus, if a BHC may be deemed
to be ‘‘engaging in an activity’’ through the
medium of a company in which it owns less
than 5 percent of the voting stock it may never-
theless require Board approval, despite the sec-
tion 4(c)(6) exemption.

3060.0.1.2 Acquisition of Nonbank
Interests—Royalties as Compensation

A bank holding company requested an opinion
on the permissibility of its subsidiary’s receiv-
ing limited overriding royalty interests in oil,
gas, and other hydrocarbon leasehold interests
as partial compensation for investment advisory
services in connection with those properties.
The bank holding company was not acquiring
more than 5 percent interest in any project. The
subsidiary was to place the assigned royalties in
a compensation plan for assignment to certain
professional employees. Neither the subsidiary
nor any affiliate were to acquire, hold, locate,
sponsor, develop, organize, or manage any other
energy property investment or in any other man-
ner control the investment. The subsidiary was
to hold interest in energy properties only if the
interest had not yet been reassigned to an
employee, or if an employee terminates service
with the subsidiary and is required to reassign
his or her energy properties to the subsidiary.
The bank holding company’s proposal was con-
sistent with section 4(c)(6) of the Bank Holding
Company Act, which exempts passive invest-
ments of 5 percent or less from the prohibitions
of section 4 of the Bank Holding Company Act.

3060.0.2 SECTION 4(c)(7)

This section provides bank holding companies
the opportunity to own, directly or indirectly,
shares of an investment company (any amount
up to 100 percent of outstanding shares) pro-
vided that each of the following conditions is
met:
1. The investment company is not itself a

bank holding company;
2. The investment company is not engaged in
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any business other than investing in securities;
and
3. Securities in which the investment com-

pany invests do not include more than 5 percent
of the outstanding voting securities of any
company.
4. As in section 4(c)(6), the 5 percent limita-

tion applies, by its language, to ‘‘voting shares’’
rather than ‘‘any class of voting shares,’’ as used
elsewhere in the Act. However, the criterion
applies to ‘‘any class of voting shares’’ for pur-
poses of this section.
The 5 percent restriction does not prevent an

investment company from having direct or indi-
rect subsidiaries of its own, provided that own-
ership of such subsidiaries is permitted under
another provision of the Act. Rather, the limita-
tion is intended to apply only to securities pur-
chased in the ordinary course of investing by the
investment company.
The legislative history of this provision of the

Act does not provide a clear indication as to the
type of institutions encompassed under the term
‘‘investment company’’ as used in this section.
It appears, however, that any company primarily
engaged in the purchasing and ownership of
securities may be regarded as an investment
company for purposes of this section. Section
4(c)(7) can be viewed, more or less, as an exten-
sion of section 4(c)(6) which permits a bank
holding company to directly or indirectly through
subsidiaries own up to 5 percent of the voting
stock of any nonbank company. In fact, until the
Amendments of 1966, the Bank Holding Com-
pany Act incorporated both section 4(c)(6) and
section 4(c)(7) under one section. From a practi-
cal standpoint, the parent company is allowed,
under section 4(c)(6), to directly engage in the
same activities as an investment company. Ac-
cordingly,most holding companies conduct these
activities through the parent company, rather
than through an investment company subsidiary.
Such an arrangement prevents duplicate pay-
ment of certain taxes and provides more flexi-
bility for utilizing funds in other areas of the
organization.

3060.0.3 INSPECTION OBJECTIVES

3060.0.3.1 Section 4(c)(6)

1. To determine that the investments held
pursuant to section 4(c)(6) comply with the Act
and 12 C.F.R. 225.101 and 225.137.
2. To determine that no more than 5 percent

of the voting shares of any nonbank company
(other than those owned pursuant to other provi-
sions of the Act) is held by the bank holding
company and its subsidiaries.

3060.0.3.2 Section 4(c)(7)

1. To determine the overall quality of the
investments held.
2. To determine the financial impact of the

ownership of such shares upon the bank holding
company and its subsidiaries.
3. To determine if policies, practices and pro-

cedures regarding investments are adequate.
4. To suggest corrective action where neces-

sary in the areas of policies, procedures, or laws
and regulations.

3060.0.4 INSPECTION PROCEDURES

3060.0.4.1 Section 4(c)(6)

1. Review investments held to determine that
the BHC has a total interest of no more than
5 percent.
2. Determine that 5 percent does not consti-

tute control.
3. Determine that the BHC is not ‘‘engaged’’

in any nonbank activity through its 5 percent
ownership.

3060.0.4.2 Section 4(c)(7)

1. Where section 4(c)(7) applies, compare
the investment company’s general ledgers with
statements prepared for the latest FR Y–6.
2. Obtain schedules of investments in voting

shares of any companies. Review quality of
such shares (utilizing rating service publica-
tions, etc.) and check for ownership interests
exceeding 5 percent.
3. Review policies (written or oral) regarding

purchase and sale of stocks.
4. Obtain and evaluate documentation relat-

ing to credit review for securities held. Deter-
mine adequacy of procedures to maintain credit
updates.
5. Compare carrying value of stocks to cur-

rent market value to determine market deprecia-
tion, if any and determine adequacy of any
established reserves.
6. Perform verification procedures, including

physical review of stock held in safekeeping,
where practical.

4(c)(6) and (7) (Ownership of Shares in Any Nonbank Company of 5 Percent or Less) 3060.0
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7. Determine thatpurchasesandsalesofstocks
are appropriately approved by directors or des-
ignated officers.

8. Review minutes of the board of directors
meetings (where an investment company sub-
sidiary is involved).

3060.0.5 LAWS, REGULATIONS, INTERPRETATIONS, AND ORDERS

Subject Laws1 Regulations2 Interpretations3 Orders

4(c)(6)
Applicability to shares
acquired D.P.C.

225.101 4–187

Aggregating shares owned
by subsidiaries

225.101 4–187

Five percent limit on ‘‘any
class of voting securities’’

225.137 4–189

Control with less than
5 percent

225.137 4–189

4(c)(7)
Indirect ownership of
shares of investment
company

225.102 4–188

1. 12 U.S.C., unless specifically stated otherwise.
2. 12 C.F.R., unless specifically stated otherwise.

3. Federal Reserve Regulatory Service reference.

4(c)(6) and (7) (Ownership of Shares in Any Nonbank Company of 5 Percent or Less) 3060.0

BHC Supervision Manual December 1992
Page 3


	3000  Nonbank Activities
	3000  Table of Contents
	3000.0 Introduction to Nonbank Activities
	3001.0 Savings Bank Subsidiaries of BHCs Engaging in Nonbanking Activities
	3010.0 Exemptions From Prohibitions on Acquiring Nonbank Interests
	3020.0 Investment in Companies Whose Activities are Incidental to Banking
	3030.0 Acquisition of D.P.C. Shares or Assets, Including Real Estate
	3040.0 Interests in Nonbanking Organizations
	3050.0 Investments Under Section 5136 of the Revised Statutes
	3060.0 Ownership of Shares in Any Nonbank Company of 5 Percent or Less


